
Loans for Property Improvement
L A R G E R  F A M I L I E S  A  K E Y  F A C T O R

Have you noticed the many building projects going on in 
the residential neighborhoods around town? If yours is a 
typical city in the Southeast, the project you see most 
frequently is the addition of a room, a carport enclosure, 
or a similar type of alteration. Bankers in this area tell 
us that these are the principal improvements for which 
homeowners seek help in financing.

The need for larger living quarters is one facet of the 
recent population increase about which little has been 
said. Some homeowners have solved the problem of pro
viding more space for their larger families by moving to 
larger houses. Others, however, have accomplished the 
same thing by building on to their present houses. We 
have long been aware that the population growth during 
recent years has boosted the demand for all types of 
goods and services, and we now realize that it has had 
a strong impact on the home improvement business. More
over, there has been a corresponding increase in demand 
for credit to finance the home improvements.

These conclusions are confirmed by a survey of 295 
commercial banks in the Sixth District, which includes 
Alabama, Florida, and Georgia, the eastern two-thirds of 
Tennessee and the lower halves of Louisiana and Missis
sippi. Each of these banks was asked several questions 
about its home improvement loans. The banks that re
sponded, over 90 percent of those asked, account for 93 
percent of total improvement loans outstanding at all 
commercial banks in the District. Since most types of 
home improvement—or repair and modernization—proj
ects are done with borrowed money, the replies from the 
bankers give us a good indication of the financing prac
tices for home improvements.

According to the bankers, fix-up jobs—repainting, re
roofing, addition of siding, and the like—were close be
hind room additions and alterations as a use of property 
improvement loans on both new and old houses. The 
addition of fences and awnings was third in importance, 
followed by installation of heating and air conditioning. 
An “all other” purpose was listed last.

Homeowners have not always found it so easy to ar

range for credit to fix up their homes. It has only been 
since the mid-thirties that the use of the amortized, or 
monthly instalment, loan for property improvement or 
for the purchase of a home has become widespread.

Twenty Years' Growth
Although an appreciable volume of such loans was made 
before World War II, most of the growth in prop
erty improvement loans in the nation, as in other forms 
of consumer credit, has occurred since the war. Total 
home improvement loans, or repair and modernization 
loans as they are sometimes called, amounted to $298 
million at the end of 1939. The total declined during the 
war years to $182 million at the end of 1945. Since that 
time repair and modernization loans have grown rapidly, 
totaling by mid-1959 $2.2 billion. Thus, the expansion of 
home improvement loans has kept pace with the rapid 
growth in other types of consumer credit during this period.

The nation’s commercial banks provide the bulk of 
credit to homeowners for property improvement. In mid- 
1959, commercial banks had $1.7 billion on their books 
out of a total of $2.2 billion outstanding at all lenders.

The rapid growth of property improvement loans dur
ing the last 20 years reflects a basic change in bankers’ 
attitudes toward loans on real estate as well as the 
growing demand for these loans. Previously, bankers were 
reluctant to lend heavily on real estate in view of risks 
inherent in widely fluctuating real estate prices. The pro
vision for the insurance of property improvement loans 
by the Federal Housing Administration beginning in 1934, 
however, eliminated much of the risk of such loans to the 
lending institutions. After banks and other lenders began 
making home improvement loans, moreover, they found 
that the loss rates on property improvement loans were 
lower than for many other types of consumer loans. This 
favorable loss experience on both FHA insured loans and 
on loans made wholly by banks undoubtedly has boosted 
home improvement loans.

Sixth District banks have more than kept pace with 
lenders in other parts of the nation in making repair and 
modernization loans, particularly in recent years. Their 
repair and modernization loans rose from $52 million at 
the end of 1951 to $135 million in July 1959, a gain of 
160 percent. This compared with a gain of 80 percent at 
all commercial banks in the nation and a rise of about 
100 percent by lenders of all types.

As would be expected most of the dollar amount of 
repair and modernization loans was for repair or remod
eling of old houses, defined as those over two years old. 
Bankers estimated that, on the average, about 80 percent 
of their loans outstanding were made for improvements 
to old houses. It appears surprising, however, that 20 per
cent represented work on houses under two years old, on 
which, ordinarily, little repair or upkeep is necessary.

How do homeowners go about arranging for repair and 
modernization loans at commercial banks? The bankers
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reported that over half of the loans are made over the 
counter, that is, arranged personally by the borrower. 
The remaining homeowners fill out a loan application 
through their building material dealer or through their 
contractor. The dealer or contractor then forwards the 
application to the bank and usually has no further part in 
the loan agreement. This latter type of arrangement is 
generally referred to as dealer paper or indirect loans.

The Bank's Plan and the FHA Plan
A homeowner may apply for a loan that is insured by the 
Federal Housing Administration or he may elect to use 
his banker’s own home improvement plan. In either case 
he applies for the loan either in person or through a con
tractor or dealer. If he elects the FHA plan and his credit 
is good, the FHA will insure the bank making the loan 
against loss. Such loans are insured under the FHA 
Property Improvement Plan (so-called Title I loans). 
Improvement loans on single-family homes made under 
this plan cannot exceed $3,500 and must be repaid in 
monthly instalments over a period not to exceed five years. 
The financing charge may not be greater than a discount 
of $5 per $100 per year on loans of $2,500 or less. These 
loans are available for most types of home improvement 
but certain projects such as swimming pools and tennis 
courts are not covered.

A home improvement loan under a bank’s own plan 
is arranged in the same way—either directly or through 
a dealer. In the case of loans made under a bank’s own 
plan, there is, of course, no limitation on the interest and 
other charges as is the case of FHA insured loans. More
over, the loans may be made for any purpose that the 
bank considers sound.

Of the 278 banks reporting in the survey, 128, or 46 
percent, make loans under the FHA plan only; 73 banks, 
or 26 percent, use their own plan only. The remaining 77 
banks make loans under both the FHA and their own plan.

There is apparently a growing tendency for banks to 
emphasize their own home improvement plan rather than 
the FHA plan. Some banks apparently feel that their own 
plan involves less administrative cost and can accommo
date worthwhile purposes that would not meet FHA re
quirements. Other bankers feel that small loans are not 
profitable under the FHA because servicing and adminis
trative costs may come near, or even exceed, the maxi
mum charges allowed by the FHA. Almost all of the 
banks indicated that they were charging customers the 
maximum rate (5 percent on the first $2,500) on loans 
made under FHA terms.

Our survey revealed that banks do charge homeowners 
a little more under their own plan than under the FHA 
plan. The majority of banks that supplied information on 
interest rates reported that they were charging 6 percent 
on the original amount. This charge usually included a 
premium on a life insurance policy on the borrower.

Bankers have apparently lengthened maturities on both 
FHA and their own home improvement loans since the 
end of 1957. Fifty-one percent of the banks reported a 
tendency toward longer maturities on FHA loans; 46 
percent indicated no such tendency. Twenty-nine percent 
of the banks reported longer maturities on loans made 
under their own plan; 67 percent indicated no change.

Bank Lending Practices 
Home Improvement Loans 

278 Sixth District Member Banks

Type of loan; percent of banks using
FHA plan only..................................................... 46
Own plan o n ly ..................................................... 26
Both plans.............................................................28

loo

How loans are arranged; percent of dollar volume
at average bank

FHA Own Plan
Personally ......................................... 58 71
Building material d e a le r ................... 23 15
Contractors ......................................19 14

100 100
Maturity of loan; percent of total outstandings*

24 months or less...............................15 16
25-36 m o n th s ..................................  67 56
Over 36 m o n th s .................................. 18 28

7oo~ 10(T

Average size of loan*...........................$494 $981

Reason for borrowing; ranked by relative importance
Room addition and alteration...............................1
Roofing and s id in g .............................................. 2
Fences and awnings.............................................. 3
Heating and air conditioning...............................4
O th e r .....................................................................5

* Based on dollar figures supplied by 75 banks in survey.

A part of the longer maturities has centered in loans 
with maturity of over 36 months. Eighty-four of the 204 
banks answering this question stated that the proportion 
of FHA loans with maturities of over 36 months was 
higher than at the end of 1957; 28 banks indicated that 
this was true also for their own loans.

Home improvement loans usually are not secured. In 
addition to approving the homeowner’s credit, therefore, 
banks and other lenders take care to see that the con
tractors performing the work are reputable. In the course 
of insuring property improvement loans, the FHA has 
developed a list of builders and contractors that are in
eligible to work under the FHA insurance program. Banks 
and other lenders also refuse to make loans under their 
own plans when the work is to be performed by certain 
contractors. To further assure that acceptable construc
tion methods are being used, lenders usually inspect the 
improvement, either while it is being made or after it has 
been completed. Not only are these precautions beneficial 
to the lender, they also protect the homeowner.

The average homeowner can, at one time or another, 
benefit from a home improvement loan. Because repairs 
and alterations are expensive, the homeowner usually 
finds it necessary to obtain credit to carry on the work. 
The nation’s bankers and other lenders have proved equal 
to the task of supplying the growing demand for credit 
for this purpose. From all indications, they will meet the 
even greater demands of the future. w  *>, m v n
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